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NORTHERN ILLINOIS GAS COMPANY
d/b/a NICOR GAS COMPANY TLLINAIS
DIRECT TESTIMONY OF LOMEERLS LTS GI0H
THOMAS M. MORETTI
ILLINOIS COMMERCE COMMISSIGH i W1 i '[}Z
DOCKET NO. 01-0705

CHIEF CLE=E'S OFFICE
Please state your name and business address.
Thomas M. Moretti, 1844 Ferry Road, Naperville, Illinois 60563.
By whom are you employed?
Northern Ilinois Gas Company d/b/a Nicor Gas Company ("Nicor Gas”
or "Company").
What position do you hold with Nicor Gas?
I am Coordinator Rate Administration, Economics and Rates.
Please summarize your educational background and your experience in
the public utility business.
I hold the degree of Bachelor of Arts, majoring in Political Science from
Lewis University. I also have a Master’s degree in Business
Administration from Benedictine University. I have been employed by
Nicor Gas since 1979. From 1979 until 1998, I held positions in
Auditing, Accounting, Customer Service, Human Resources and Credit.
I assumed my present responsibilities in February, 1998.
What is the purpose of your testimony in this proceeding?
The purpose of my testimony in this case is to explain Nicor Gas'

reconciliation of Gas Supply Cost ("GSC") revenues collected with its

actual cost of gas distributed, to the extent that such costs are
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recoverable, as recorded on the books of the Company for the 12 months
ended December 31, 2001. My testimony and exhibits are in response to
the Commission's Order Commencing Reconciliation Proceedings
entered November 7, 2001, in Docket No. 01-0705.
Was notice given to the public relative to the filing of the testimony and
exhibits in this docket?
Yes. Pursuant to the requirements set forth in the Commission's Order,
and in accordance with the requirements of 83 Illinois Administrative Code
Part 255, we have posted a printed "Public Notice" card with respect to
this case in the business offices of the Company, and a similar public
notice was published in newspapers of general circulation in Nicor Gas'
service territory. A copy of the printed card and affidavits of publication
will be presented during the hearings in this proceeding. In addition,
copies of Nicor Gas' testimony and exhibits are on file and available for
public inspection in each of the Company's business offices.
Please generally describe Nicor Gas' Rider 6, Gas Supply Cost.
Rider 6 prescribes the method of computing charges which reflect the cost
of gas charged by the Company’s suppliers for quantities of gas purchased,
transported, stored, and sold. The purpose and intent of Rider 6 is to
promptly pass along to customers Nicor Gas’ net gas supply cost, without
markup or profit.

Does Rider 6 comply with the 83 Ill. Adm. Code Section 525 Purchased

Gas Adjustment Clause requirements?
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Yes.

Has Nicor Gas filed monthly purchased gas adjustment calculations for
2001 with the Commission?

Yes. In accordance with the provisions of Rider 6, relating to changes in
the adjustment, each time the GSC charges were revised Nicor Gas
submitted to the Commission for verification a sheet supplemental to the
Company's rate schedule, specifying the revised amount of the
adjustment, along with a statement of details and data showing Nicor
Gas' calculations. The filings were mailed on or before the twentieth
day of the month prior to the effective month in which the new GSC
charges would affect billing to the Company's customers. However,
Nicor Gas Company did refile the GSC charge five times in 2001 to
reflect the change in market price. The month’s affected were January,
July, September, October and December.

How are GSC charges applied in billing the Company's customers?
Changes in the GSC charges become effective on the first day of a
calendar month. However, as a practical matter, Nicor Gas bills all
customers on the basis of reading day cycles which cover various
monthly time periods. Therefore, the Company prorates the effective
amounts of the Rider 6 adjustment according to the number of days each
such GSC charge was in effect during each customer's billing period.

The prorated level of GSC charges is shown on the customer's bill.

Please describe Nicor Gas' proration procedure.
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For each customer, the meter reading date is the controlling factor. If,
for example, a customer's meter is read on January 15th, and had
previously been read on December 16, we assume that 14/30 of the
usage was subject to the GSC charges effective in January and 16/30
subject to the charges during December. This system of prorating
charges has been used by the Company for many years and is embodied
in the revenue calculations reflected in the exhibits to this testimony.
Does proration of the GSC charges complicate a reconciliation of
recovered revenues with allowable recoverable gas costs?

No. The annual reconciliation method is prescribed in the Purchased
Gas Adjustment Clause. The revenues are simply those that are recorded
for the year.

Please describe the gas costs recoverable through Rider 6.

The costs incurred by the Company and recovered through Rider 6 are:
(1) gas costs based on volumes of gas purchased through suppliers,
generally referred to as Commodity Gas Costs; and (2) gas costs other
than those defined as commodity related, generally referred to as
Non-Commodity Gas Costs.

Please describe the charges used to recover Nicor Gas' costs through
Rider 6.

Four gas cost charges are employed. These charges are described in

Exhibit A. The Commodity Gas Cost charge (*CGC”) reflects

commodity costs. It is applied to all therms of Company-supplied gas.
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Non-commodity gas costs are recovered through either the
Non-Commodity Gas Cost charge (“NCGC™) or the Demand Gas Cost
charge (“DGC”). The Gas Cost charge (“GC”) is the sum of the CGC
and NCGC, and is applied to most sales service rates (other than Rates 6
and 7). The DGC is applicable as a backup charge to customers on
Nicor Gas’ system that have elected to transport their own gas supplies,
but wish to maintain the availability of Company-supplied gas, or
customers receiving sales service under Rate 6 or Rate 7. Specific
application of these charges varies depending on a customer's rate and
elected level of backup service. The charges may also apply at the
calculated level (such as the CGC and the NCGC) or at a percentage of
the calculated level (such as the DGC). In addition, charges may apply
to gas supplied by Nicor Gas, customer-owned use, total throughput, or
a percentage of the customer Maximum Daily Contract Quantity. Since
August 15, 1997, authorized, requested authorized, and unauthorized
therms sold to transportation customers are priced at the higher of Nicor
Gas’ currently effective GC or the Market Price, which is defined in the
Company’s Terms and Conditions as the index price for deliveries to the
Chicago City Gate as published in Gas Daily. In addition, there is a
fifth charge called the Aggregator Balance Service Charge (“ABSC”)
which is a non-commodity related charge applied to customers

participating in the Customer Select Pilot Program. This charge is

explained in more detail later in my testimony.
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Is each cost category reconciled?

Yes. Pursuant to tariffs approved in Docket No. 88-0277 and filed in
compliance with Docket No. 94-0403, revenues recovered under the
CGC are reconciled with recoverable commodity gas costs; and revenues
recovered under the DGC or NCGC are reconciled with recoverable
non-commodity gas costs.

Was an annual reconciliation statement for 2001 filed in accordance with
the Purchased Gas Adjustment Clause?

Yes. The annual statement for 2001, included as Exhibit B, is being
filed concurrent with this testimony on April 3, 2002.

Please briefly describe Exhibit B.

Page 1 of Exhibit B is the transmittal letter for the 2001 Reconciliation
Balance filing. Page 2 of Exhibit B is a summary calculation of
the"Reconciliation Balance for the Reconciliation Period Ended
December 31, 2001". This statement compares the total revenues
recorded under the various charges of the Company's Rider 6 provisions,
with the appropriate category of recoverable cost of gas distributed, to
arrive at the balance to be refunded or recovered under the two
individual reconciliation balances. For the year 2001, the total net
balance to be refunded was $114,770,082. This amount is the sum of

the two individual reconciliations, the commodity related balance to be

refunded of $112,404,778 and the non-commodity related balance to be
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refunded of $2,365,304. Page 3 of Exhibit B contains a detailed
explanation of the summary.

Please describe Page 4 of Exhibit B.

Page 4 of Exhibit B reflects the monthly amounts of recoverable
commodity-related gas costs and revenues which were recorded under
the Company's CGC pursuant to the Rider 6 provision as in effect for
the 2001 reconciliation year.

Has the over-recovered commodity related Reconciliation Balance of
$112,404,778 been reflected in the CGC charges?

Yes. The over-recovered amount has been reflected in the CGC charges
effective for the months of January, February, March, and April, 2002.
Please describe Page 5 of Exhibit B.

Page 5 of Exhibit B reflects the monthly amounts of recoverable
non-commodity related gas costs and revenues which were recorded
under the Company's NCGC and DGC pursuant to the Rider 6 provision
as in effect for the 2001 reconciliation year.

Has the balance to be refunded of $2,365,304 been reflected in the DGC
and NCGC charges?

Yes. The over-recovered amount has been reflected in the DGC and
NCGC charges effective for the months of January and February, 2002
Was the cost of gas used by the Company reflected in the amount to be

recovered under either of the Reconciliation Balances?

No. Such costs are not recoverable through the GSC mechanism.
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Please describe Page 6 of Exhibit B.

Page 6 summarizes the information included in the Company’s monthly
filings for commodity-related gas costs and recoveries through the CGC
charge. This information is presented pursuant to the filing requirements
included in the Order commencing this proceeding.

Is the “Commodity Related Over/Under Recovery” on Page 4 of Exhibit
B the same as the “Under/(Over) Recovery Balance at 12/31/01” on
Page 6 of Exhibit B?

No. The difference of $376,230 is due to interest on unamortized
balances, which was included in the monthly filings effective November
1, 2001, and which will not be reflected as an adjustment to commodity
related recoveries until January, 2002. Consequently, this results in a
timing difference between the reconciliation balance and the monthly
filings.

Please describe Page 7 of Exhibit B.

Page 7 also summarizes information included in the Company’s monthly
filings, but pertains to non-commodity gas costs and recoveries through
the NCGC and the DGC charges.

Is the “Non-Commodity Related Over/Under Recovery” on Page 5 of
Exhibit B the same as the “Under/(Over) Recovery Balance at 12/31/01”

on Page 7 of Exhibit B?

Yes. However, a difference of $8 is due to rounding.
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In the period covered by this reconciliation, were any FERC Order No.
636 transition costs billed to Nicor Gas?

Yes. In 2001, total FERC Order No. 636 transition costs resulted in a
credit to the Company of $654,048. This amount was entirely non-
commodity related credits distributed through the NCGC and DGC
charges.

Were FERC Order No. 636 transition credits distributed exclusively
through Rider 67

Yes. Nicor Gas refunded these credits to both sales and transportation
customers as directed by the Commission in Docket No. 93-0328.
What amount was refunded through the Transition Surcharge with
respect to FERC Order No.636 transition costs?

The total refunded through the Transition Surcharge and credited to the
CGC was $30 as shown on Page 4 of Exhibit B. The amount refunded
reflects billing adjustments from previous years.

Please explain the revenue item, on Page 4 of Exhibit B, entitled "Excess
Storage Charges".

Pursuant to tariffs approved in Docket No. 88-0277 and revised in
Docket No. 95-0219, Nicor Gas' transportation service customers are
allowed to store certain volumes of customer-owned gas in Nicor Gas'
storage facilities. When a customer's actual storage balance is in excess

of the allowed storage balance, the excess storage balance volume is

subject to an Excess Storage Charge of $.10 per therm. All such Excess
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Storage Charge revenue billed to customers is refunded through the
Commodity Related Reconciliation Balance, in compliance with the
Commission's Orders in Docket Nos. 88-0277 and 95-0219.

Please explain the revenue item, on Page 4 of Exhibit B, entitled
"Storage Services”,

Pursuant to the Commission’s Order in Docket No. 95-0219, Nicor Gas
includes revenue received from the sale of storage services to off-system
customers as a credit to Rider 6, through the commodity-related
Reconciliation Balance. The item entitled "Storage Services" contains
the revenue credits, equal to revenues billed for off-system storage
services in 2001.

Please explain the revenue item, also on Page 4 of Exhibit B, titled
"Unauthorized Use Charges".

Certain of Nicor Gas' transportation service customers have elected the
option of being served with less than full backup service. When a
customer uses Company-supplied gas in excess of amounts available
under the applicable service contract, and the use was unauthorized as
determined in the Company’s tariff, that use is subject to an
Unauthorized Use Charge.

Please describe that charge.

The Unauthorized Use Charges are comprised of the (1} the higher of the

Company's Gas Cost (“GC”) or the Market Price, which is defined in

Nicor Gas’ Terms and Conditions as index price for deliveries to the
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Chicago City Gate as published in Gas Daily; (2) the distribution charges
as specified in the customer's gas service rate; and (3) $6 for each therm
of Unauthorized Use. The $6 per therm portion of the Unauthorized Use
Charges is refunded through the Commodity Related Reconciliation
Balance.

Were the Unauthorized Use Charges and refunding of the charges
approved by the Commission?

Yes. Both were approved by the Commission in Docket Nos. 88-0277
and 95-0219.

Please explain the revenue item shown on Exhibit B, Page 4, titled
“Rider 5 Revenues.”

Rider 5, Storage Service Cost Recovery, was also approved by the
Commission in Docket No. 95-0219. Rider 5 ensures recovery of the
Company’s storage related investments, following elections made by
transportation customers. The cost of storage investment not elected by
transportation customers is recovered from sales customers through
Rider 5, which is added to and included as part of the monthly CGC
charge for billing purposes. The adjustment reflected on Exhibit B for
Rider 5 eliminates this revenue from the Reconciliation Balance, since it
is unrelated to gas costs incurred.

Please explain the revenue item shown on Exhibit B, Page 5, titled

“Aggregator Balance Service Charge.”
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In 1998, pursuant to Rider 15, the Company began a customer choice
pilot program called Customer Select. Under the provisions of the pilot
program, customers are able to choose gas suppliers other than Nicor
Gas. The program allows participating suppliers to aggregate deliveries
made on behalf of participating customers, in compliance with Rider 16,
Supplier Aggregation Service. The Aggregator Balance Service Charge
(“ABSC”) is a non-commodity related charge applied on a per therm
basis to all deliveries made by the Company to the facilities of customers
participating in the pilot program. Under Rider 16, suppliers are
responsible for providing 28% of the group’s maximum daily usage. The
ABSC, which is billed to the suppliers, represents the recovery of non-
commodity costs for the remaining portion of the group’s maximum
daily use provided by the Company.

Were the ABSC costs recovered exclusively through Rider 67

Yes. Nicor Gas recovered these costs from the supplier aggregators
under the terms of Rider 6. The ABSC was applied to deliveries to
customers participating in the Customer Select program and billed to the
supplier aggregators. Revenue arising from application of the ABSC
was credited to the non-commodity related gas costs, thereby reducing
the NCGC.

Pages 4 and 5 of Exhibit B reflect line items titled “Amortization of

Refunds” and “Amortization of Previous Years RB.” What do these line

items represent?
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Pursuant to the Commission’s Order in Docket No. 94-0403, 83 IlI.
Adm. Code 525.50 (b) allows the Company to amortize an Adjustment
Factor (“Factor A”) over a period longer than the Base Period, as
defined in 83 111, Adm. Code 525.20, but not to exceed 12 months.
These line items represent the amortization of pipeline and storage
refunds, and of prior over or under collected gas costs. Prior to the
Commission’s Order, amortization expense was reflected outside the
calculation of the Reconciliation Balance.

Please explain the revenue item titled “Interest on Refunds,” as shown
on Page 4 of Exhibit B.

Interest is calculated on the unamortized balances related to the
amortization expenses described above. Per 83 Ill. Adm. Code 525.50
(b), the Company computes the associated carrying charge on
unamortized refunds and over/under collections, in effect at the time the
amortization is initiated, based on the rate established under 83 Ili. Adm.
Code 280.70 {e) (1). Interest is included, through Factor A, with the
CGC, NCGC, and DGC charges, as applicable.

What type of review is performed in conjunction with the Company's
Annual Reconciliation Filing with the Commission?

The Annual Reconciliation Filing is reviewed by Arthur Andersen LLP,
the Company's independent public accountants. Their report is included

as Page 8 of Exhibit B. The reconciliation itself is prepared by Nicor

Gas employees from several departments.
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What type of review procedure is in place for the monthly filings?

The inputs for the monthly GSC calculation are compared to similar
inputs to the Company's forecasting model to insure that proper charges
and volumes are used.

Please describe the procedure used to prepare the Company 's monthly
GSC filings.

The Rate, Supply, Supply Accounting and Forecasting Departments
contribute to preparation of the monthly filing. These departments are
familiar with the terms and provisions of Rider 6, and understand which
costs are recoverable through the GSC. The Rate Department prepares
the final document filed with the Commission. Forecasting, Supply and
Supply Accounting are involved in preparation of the documents used to
support the filing.

How do these departments provide a check on the accuracy of the
monthly filings?

These departments must be in agreement with the treatment of costs in
the monthly GSC filing.

What other review is performed with regard to monthly filings?

The Company's Internal Auditing Department, on an annual basis,
reviews a monthly filing, source documents and a copy of Rider 6 as in

effect at the time of the filing. This review is designed to assure that

only appropriate costs were included in the filing, thereby providing a
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further check on the inter-departmental review that I have previously
described.
Does this conclude your direct testimony?

Yes.




